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December economic data signaled moderating inflation alongside a continued rebalancing
in labor market conditions, with price pressures still running modestly above the Federal
Reserve’s longer‑run objective and the unemployment rate dropping to 4.4%. As the data
flow normalizes, the Chandler team anticipates additional yield curve steepening as the
Federal Reserve gradually guides the policy rate toward a more neutral range. One
additional 25 basis point rate cut is likely in the first half of 2026, while U.S. trade and
fiscal policy continue to represent important sources of elevated market uncertainty.

2025 concluded with the Federal Reserve’s December FOMC meeting providing a third
consecutive 25‑basis‑point rate cut, bringing the target range down to 3.50%–3.75%.
Policymakers remain divided on the next steps: four officials project one additional
25‑basis‑point cut in 2026, another four see no further easing, eight anticipate multiple
cuts, while three call for a possible rate hike. Chair Jerome Powell emphasized that the
Fed is now “well placed to wait and see” how labor market conditions and inflation evolve
before making further adjustments.

The US Treasury yield curve steepened in December, as the 2-year Treasury yield
dropped 2 basis points to 3.48%, the 5-year Treasury was up 13 basis points to 3.73%,
and the 10-year Treasury yield was 15 basis points higher at 4.17%. The spread between
the 2-year and 10-year Treasury yield points on the curve was 17 basis points wider from
November at +69 basis points at December month-end. The spread between the 2-year
Treasury and 10-year Treasury yield one year ago was +33 basis points. The spread
between the 3-month and 10-year Treasury yield points on the curve was +54 basis points
in December versus +21 basis points in November.

After the FOMC ultimately delivered its third cut of the year at the December meeting,
markets are priced in at least one additional 25‑basis‑point cut in the first half of 2026.
To finish out the year, the Federal Reserve lowered the federal funds target range to
3.50%–3.75% in 2025. In total, three moves reduced the policy rate by 75 basis points
and were followed by a notable steepening of the yield curve. These developments have
been consistent with the Chandler team’s view that lower short‑term rates would
contribute to a steeper yield curve, and the team expects this steepening trend to persist
into the first half of 2026, albeit at a more moderate pace.
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Economic Roundup

ECONOMIC INDICATOR
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Crude oil prices decreased in December

Credit spreads were tighter in December
CREDIT SPREADS
3-month top rated commercial paper

2-year A corporate note
5-year A corporate note
5-year Agency note

Spread to Treasuries
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One Month Ago 
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Housing Starts
The S&P Cotality Case-Shiller 20-City Composite Home Price Index rose 1.3% year over year in October, slightly down from a 1.4% gain
in September and marking the slowest annual increase since mid‑2023. Short-term momentum also weakened, with 80 percent of the 20
tracked markets recording month-over-month price declines on a non-seasonally adjusted basis. Housing starts declined in October to an
annualized rate of 1.25 million units, down from 1.29 million in September. Existing home sales inched higher in November to a 4.13
million-unit pace, indicating only modest improvement despite some relief in mortgage rates. The Freddie Mac 30‑year fixed mortgage
rate fell throughout 2025 and averaged 6.18% at the end of December.

Labor Market
The December Nonfarm Payrolls report showed weaker-than-expected job growth, with payrolls rising by 50,000 compared with the
consensus estimate of 70,000. This follows a downwardly revised gain of 56,000 in November. Employment declines were most
pronounced in retail trade and construction, while leisure and hospitality posted the strongest gains. Notably, the unemployment rate
edged down to 4.4% after increasing to 4.6% in November.

Retail Sales
November Retail Sales rose 0.6% from October and 3.3% from a year earlier, while the control group measure which feeds into GDP
rose a solid 0.4% on the month after an even stronger 0.8% gain in October. This confirms that underlying goods spending excluding the
most volatile categories remained resilient into the start of the holiday season. The government shutdown may have weighed on
consumer confidence regarding jobs, incomes, and overall financial conditions, both current and in the future. The Conference Board’s
Consumer Confidence Index declined to 89.1 in December from an upwardly revised 92.9 in November, marking its fifth consecutive
monthly drop. Consumers remained pessimistic about both business conditions and the labor market.

Consumer Prices
The Consumer Price Index (CPI) showed that inflation remained relatively subdued in December, with headline CPI and core CPI holding
at 2.7% and 2.6% respectively year-over-year. Shelter has continued to play a central but gradually moderating role in services inflation.
December data keeps inflation close to the prior month’s pace and consistent with a trend of easing price pressures. The Personal
Consumption Expenditures (PCE) Index for September, released on December 5, showed headline inflation up 0.3% from August and
2.8% year over year. Core PCE rose 0.2% on the month and 2.8% on an annual basis.
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World Stock Market Index Descriptions
S&P 500–The S&P 500 is a market value-weighted index of 500 large-capitalization stocks. The 500 companies included in the index capture approximately 80% of available US market capitalization.
NASDAQ–The NASDAQ Composite Index is the market capitalization-weighted index of over 3.300 common stocks listed on the NASDAQ stock exchange. Dow Jones–The Dow Jones Industrial
Average is an index that tracks 30 large, publicly-owned companies trading on the New York Stock Exchange and the NASDAQ. The Financial Times Stock Exchange Group (FTSE)–The FTSE is a
share index of the 100 companies listed on the London Stock Exchange with the highest market capitalization. DAX–The Deutscher Aktienindex (DAX) is a blue chip stock market index consisting of
the 30 major German companies trading on the Frankfurt Stock Exchange. Hang Seng–The Hang Seng Index is a freefloat-adjusted market-capitalization- weighted stock market index in Hong Kong.
It is used to record and monitor daily changes of the largest companies of the Hong Kong stock market and is the main indicator of overall market performance in Hong Kong. Nikkei–Japan's Nikkei
225 Stock Average is a price-weighted index composed of Japan's top 225 blue-chip companies traded on the Tokyo Stock Exchange. 

© 2026 Chandler Asset Management, Inc. An independent, SEC-registered investment adviser. Data source: Bloomberg, Federal Reserve, and the US Department of Labor. This report is provided
for informational purposes only and should not be construed as specific investment or legal advice. The information contained herein was obtained from sources believed to be reliable as of the date of
publication, but may become outdated or superseded at any time without notice. Any opinions or views expressed are based on current market conditions and are subject to change. This report may
contain forecasts and forward-looking statements which are inherently limited and should not be relied upon as an indicator of future results. Past performance is not indicative of future results. This
report is not intended to constitute an offer, solicitation, recommendation, or advice regarding any securities or investment strategy and should not be regarded by recipients as a substitute for the
exercise of their own judgment. Fixed income investments are subject to interest rate, credit, and market risk. Interest rate risk: The value of fixed income investments will decline as interest rates rise.
Credit risk: the possibility that the borrower may not be able to repay interest and principal. Low-rated bonds generally have to pay higher interest rates to attract investors willing to take on greater risk.
Market risk: the bond market, in general, could decline due to economic conditions, especially during periods of rising interest rates. The S&P Corelogic Case-Shiller home price index tracks monthly
changes in the value of residential real estate in 20 metropolitan regions across the nation. 
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